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Aerospace Escalation 
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Annual Average 5%

Realistic Assumptions?

Aerospace Assumption 2.4%
93% probabilty will be exceeded

New Start Assumption
88% probability will be exceeded
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1981 RAND Study
40 Large Process Plants



Contrary to Popular Opinion

• Over 3%   - 60%

• Over 4%   - 51%

• Over 5%   - 35%

• Over 6%   - 31%

• Over 7%   - 23%

• Over 8%   - 16%

• Over 9%   - 13%

• Over 10% - 10%

• Recent Inflation not that unusual

– ENR CCI annual average increase past 103 years

1915-2005 Escalation Logistic

90% of time between -5.2% & 14.2%

1915-2005 Escalation Normal

90% of time between -7.3% & 16.3%



Zimbabwe Inflation – WSJ 7-2-08
• Robert Mugabe has kept his embattled regime in 

Zimbabwe afloat on a sea of paper money. 

– Annual inflation rate estimated over 1 million percent

– Loaf of bread costs 30 billion Zimbabwean dollars.

– Can of Coke sells for 15 billion Zimbabwean dollars.

– Banks limit withdrawals to 25 billion Zimbabwe dollars a day.
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Regression to the Mean Theory

Recessions



Society of Actuaries – 2005 Delphi Study

• Historically CPI Underruns CCI 68% of the time 



ENR CCI 65 Years of History

68-83 – 15 Years 

Avg 8%40-67 – 27 Years

Avg 5.2%

40-05 Average 5%

84-03 – 19 Years

Avg 2.5%

04-20 – 16 Yrs

Avg 8%??



ENR CCI Historical Escalation Rates
ENR CCI 1915-2006 

=RiskLogistic(0.044451, 0.031172)



Distinct Cyclical Periods

1983-2003 Escalation

90% of time between 0.8% & 4%

1968-1982 Escalation

90% of time between 6.1% & 11.4%



Fed Borrowing Historical Rates


